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DEFECTIVE INSURANCE LEGISLATION. 

BY JOHN P. BTAN. 



One of the important questions sure to come before the Legis- 
lature of New York State at its present session is the amend- 
ment of the so-called Armstrong Insurance laws. There has 
been an insistent demand from many sources for material changes 
in these laws. These demands are now based primarily on the 
figures and facts accumulated during the period which has elapsed 
since the laws went into effect. The public has not quite re- 
covered from the shock caused by the revelations of the Arm- 
strong Committee's investigation of the business of life-insur- 
ance, although that inquiry is now three years past. Many 
thoughtful persons and a portion of the press, therefore, hear 
with evidence of alarm the suggestion that the legislation en- 
acted as a result of that investigation should be substantially 
amended. 

One of the popular lectures of the late Dr. J. G. Holland, 
written in the early seventies, was entitled the " Social Under- 
tow." The philosophy underlying it was that reforms, like the 
waves of a rising tide, go beyond the normal high-water mark 
of real purpose and desired results, and produce evils and dangers 
which were not anticipated. Has anything of this kind happened 
in life-insurance ? 

How has this great business been affected by the Armstrong 
investigation and legislation ? It is impossible, of course, for any 
one to say definitely and exactly how much of the decline in the 
insurance business has been due to the abuses which the investi- 
gation disclosed, and how much to measures adopted to correct 
them. We are yet in the period of reconstruction, but there are 
many and grave complaints on the part of company managers, 
and these complaints are compelling serious consideration. 
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Legislation enacted in times of great public excitement very 
often goes to harmful extremes, and it is soon found to need 
amendment, even though it may have been in the main wise 
and beneficial. This is very likely to be the case where legislators 
are compelled to grapple with a new class of abuses or dangers, 
which have developed in connection with the growth of a new 
type of business or a new phase of civilization. Something of 
this sort is discernible in the practical working of the Armstrong 
laws. 

The Armstrong Committee made its report to the Legislature 
on February 22nd, 1906, and the legislation known as the Arm- 
strong Laws was enacted under eight different statutes in April. 
The first act, providing for the election of directors in mutual 
companies, was amended on May 4th. Under the amended act, 
the elections were held on December 18th, 1906. The certificate 
of election of the new Board of Directors, in the case of one of 
the two large companies affected, was not delivered to the Com- 
pany by the Superintendent of Insurance until June, 1907. This 
was not because the vote was close, as the new Board was elected 
by over 100,000 majority, but because it was a new subject of 
legislation and the law was faulty. In July, 1907, the amended 
act was amended. 

Three other sections of the law were amended in 1907, and two 
additional sections in 1908, one of the latter amendments being 
passed as an emergency measure to enable certain companies to 
act with other bondholders in reorganization proceedings, free- 
dom of action in the premises having been taken from directors 
of such companies under a section of the original Armstrong 
law. A bill amending Section 97, which limits the cost of new 
business, was passed in April, 1908, and vetoed by the Governor 
after the adjournment of the Legislature. 

That life-insurance has been adversely affected by the Arm- 
strong investigation and laws is shown by analyses of the figures 
of companies doing business in New York in 1907. The falling 
off in new paid business by New York companies was $176,000,- 
000 in 1905, $275,000,000 more in 1906, and $113,000,000 addi- 
tional in 1907, the actual business of the latter year being $446,- 
000,000 as compared with $1,010,000,000 in 1904. Other-State 
companies show an increase of $42,000,000 in 1905, indicating 
how much they thrived on the misfortunes of their neighbors. 
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This gain was changed to a loss of $31,000,000 in 1906, and to 
a further loss of $32,000,000 in 1907. During the three years 
preceding 1904, both classes of companies show a gain of $2,285,- 
000,000 of insurance in force. During the three years following 
1904, the same companies show a gain of only $747,000,000 of 
insurance in force. 

The Superintendent of Insurance says that the section of the 
law limiting expenses for new business and defining the objects 
for which such moneys may be paid has been a cause of constant 
inquiry and controversy. The effect is declared to be calamitous, 
in that agency organizations and field forces have disintegrated 
and thereby demoralized the business of soliciting insurance. 
Further, he says, that it is alleged the law makes an ill-advised 
discrimination against domestic companies in limiting them to 
the standard form of policy, and to one of the two classes — par- 
ticipating or non-participating — while other-State companies are 
not restricted in either respect. 

Eight small companies from other States withdrew from New 
York when the limitations and restrictions went into effect; one 
New York company has gone into a receiver's hands ; another has 
reinsured its risks; and a third has ceased to do new business 
until it can accumulate additional surplus. The total expenses 
of another company in 1907 were twenty per cent, in excess of 
the amount allowed by law. One of the small New York com- 
panies, which was specially commended by the Investigating 
Committee, and whose new business was larger in 1906 than ever 
before, shows a falling off of over forty-four per cent, in new 
business in 1907. 

Using the figures of twenty -five companies doing ordinary 
business in Massachusetts, it is shown that the figures showing 
low cost per $1,000 of insurance in force in New York companies 
and in the other-States group have changed places. Thus, in 
1904 these figures were $10.62 and $8.34, respectively, while in 
1907 they were $6.48 and $7.11, respectively. Attention may be 
called also to the wide difference between savings which result 
from actual economies, which have been considerable, and those 
accruing through default of business which have been very much 
greater. 

Eelative to the " suitable relation " between old and new busi- 
ness, Brown, the Boston authority, has worked out a table show- 
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ing the effect upon different companies of writing more or less 
than $100 of new business for each $1,000 of business in force. 
He says : 

" The facts brought out in the table on these lines are of peculiar 
significance from an economic point of view, as well as with reference 
to certain theoretical fallacies of recent enactment into law, as witness 
the following classification of results: 

" (a) Of thirteen companies writing less than a ten-per-cent. volume 
of new business, nine lost business from their books in greater or less 
amounts', the saving in expenses as shown by the ratio being compara- 
tively inconsequential. 

" (6) In the case of the three leading companies a ten-per-cent. volume 
would have meant a gain of $88,975,000 in insurance in force as against 
an actual loss of $125,000,000, with an average expense ratio of $6.65 
as against $6.18 actual, the difference of forty-seven cents being the pro- 
portional expense equivalent for a net difference of $213,975,000 in writ- 
ten business. 

"(c) Twelve companies wrote $402,161,000, averaging 13.1 per cent, 
in volume, actual expense ratio $7.23 as against $6.98 on a ten-per-cent. 
basis, the difference of twenty-five cents being the expense equivalent 
of a relative gain of $94,341,000 in insurance in force. . . . 

"(d) And finally: taking the figures of the companies as a whole, 
it will be seen that an all-round average of ten per cent, in volume 
would have meant $144,667,000 'more business on the books at an 
additional cost represented by an increase of but twenty cents (per 
$1,000) in the expense ratio proper. 

" All this when boiled down means that there can be no true economy 
in business transactions below the normal, or from which little or noth- 
ing is gained. Healthy expansion is an economical necessity, and no 
volume of business procured by proper methods and with due regard 
to quality can be too large. Within reasonable limits, its cost is in the 
nature of an investment rather than expense. Of this kind, moreover, 
is the business that stays, and by the same token the business that 
pays. Its inherent earning power will speedily recoup its cost, and in 
proportion as it remains on the books all concerned are partakers in 
its benefits." 

The Armstrong legislation may be grouped, with respect to the 
subjects treated, under the following heads: (1) control of the 
companies; (2) investments; (3) sub-rosa methods ; (4) limita- 
tions^ — with respect to contract forms, volume of new business, 
expenses incurred, amount of surplus held. 

The investigation was primarily caused, as every one knows, 
by scandals which came to light with respect to the control of 
a prominent stock company. The investigation disclosed the 
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fact that the policy-holders of mutual companies, who in theory 
elected the directors, took very little part in such elections and 
were offered few facilities for doing so. 

To remedy this state of things, policy-holders in stock com- 
panies, whether stockholders or not, were made eligible as di- 
rectors; such companies were authorized to give policy-holders 
the right to vote for directors; and provision was made whereby 
such companies might retire their capital stock and become 
mutual, companies. The directors of all mutual companies were 
legislated out of office, and new elections were ordered under 
provisions of law which offered every facility for voting and for 
combined opposition to those in control, if such opposition ex- 
isted among the insured. 

No changes have been made in the control of stock companies 
under these provisions of law. The real work of former manage- 
ments was found to be sound and effective and a new and higher 
standard of trusteeship has been developed, so that whatever was 
unethical has been discarded. 

With respect to investments, the new legislation sought to end 
three methods which- had either resulted in serious losses to the 
companies or which, it was held, were liable to do so. These 
were: the ownership or control of subsidiary corporations, which 
virtually subsisted upon the parent company and through which, 
by stock ownership, officers and directors were making large 
profits; the holding of real estate beyond the necessities of the 
companies' business requirements; and syndicate 6perations in 
the purchase and sale of securities, which were a dangerous en- 
largement of the functions of a life company as an investor. The 
remedial measures adopted were: provisions of law compelling 
the sale of all stocks, within five years from December 31st, 1906, 
and forbidding further investments in stocks ; the sale of all real 
estate not required for the convenient transaction of business, 
within five years after acquiring the same, or after it shall be 
found unnecessary as above; and a prohibition of all syndicate 
operations and of all agreements with respect to security holdings. 

With respect to real estate, discretion is allowed the Super- 
intendent of Insurance to extend the time for such sales, in case 
it shall appear that a company's interests will suffer materially 
by a sale within the period fixed by law. No such option, how- 
ever, is allowed with respect to the sale of stocks, in which such 
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reductions as may be approved by that officer must be made in 
each year. The holdings of the companies, which must be 
liquidated prior to December 31st, 1911, appeared in their re- 
ports for December 31st, 1906, as having a par value of $58,988,- 
635 and a market value of $127,334,751. Reports for December 
31st, 1907, show holdings having a par value of $58,257,510 and 
a market value of $102,481,412. It appears, therefore, that the 
companies sold less than a million dollars, par value, of stocks 
in 1907, but that there was a reduction of nearly twenty-five 
millions in the market value of their holdings. 

Insurance men say that comparatively few stocks were sold 
during 1908, which leaves the bulk of them to be liquidated dur- 
ing the next three years. These securities were purchased in good 
faith, when they were legal investments, and their subsequent 
outlawry and compulsory sale unquestionably involves a hardship 
for the companies. It is conceivable that a security once au- 
thorized might wisely be withdrawn from the list available for 
further investments, but the present requirement is an entirely 
different proposition, and the companies are likely to insist upon 
a ruling of the courts before obeying it. 

What has been termed " sub-rosa methods" included political 
contributions, secret lobbying, payments without proper vouchers, 
rebates and incomplete and misleading reports. All these were 
forbidden, and it was made obligatory upon the Superintendent 
of Insurance to examine every company once in three years. 
Policy-holders were also given authority to sue in their own 
names for an accounting, if dissatisfied, and complaints of policy- 
holders may be made the basis of special examinations at the 
option of the Superintendent. To the mandates of the law un- 
der this head no objection has been made, and the companies 
have been actually delivered from burdens which had been in pari 
forced upon them. 

Serious objections have been raised to the limitations imposed 
on policy forms, volume of business, expenses and surplus. The 
limitation most complained of thus far under this head is that 
forbidding any New York company to issue both participating 
and non-participating policies. It has been always a question 
whether it was better to take the lower-priced policy without any 
share in surplus earnings, or pay more and get back the difference 
between the assumed and the actual cost. A few stock companies 
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have made a specialty of non-participating insurance, but most 
of the companies have heretofore offered both. That New York 
companies cannot now do so places them at a disadvantage in 
competition with companies from other States, which are allowed 
to write both these forms of insurance under any form of policy 
they choose. In other words, the law limits New York com- 
panies, but leaves other-State companies free. If the law is for 
the protection of the insurer, then it would seem that only policies 
approved by the law should be issued in the State; and, if it is 
for the protection of New York companies, then it would seem 
that they should be allowed the same privileges as are accorded 
to companies from other States. 

If we did not know exactly the reasoning that guided the 
Committee in framing the restrictions upon the amount of new 
business a company may do, we should be utterly at a loss to 
account for the principle, here for the first time enacted into 
law, of restricting a business which every one concedes to be 
beneficent in its nature and of great value to the State. The 
Committee declared that the business of three of New York's 
largest companies had grown " beyond reasonable limits " ; that 
no useful purpose would be served by their becoming larger; and 
that their magnitude, if permitted to grow unrestricted, would 
soon become " a serious menace to the community." They found 
that their new business in 1904 averaged over $262,000,000 each 
and their terminations over $143,000,000 each; they, therefore, 
determined to limit their new business to $150,000,000 per year. 

This put the large companies out of the running. Then the 
Committee expressed its conviction that "the release of the 
smaller companies from the strenuous competition of the larger 
ones would result in a severer rivalry among themselves," and 
that, "to secure their normal and not too hasty growth, proper 
limitations should be applied to them as well." This result they 
declared could be accomplished " by requiring that the new busi- 
ness should bear a suitable relation to the amount of business 
already in force." This " suitable relation " was thereupon de- 
cided to be a different ratio for companies of different sizes. 
Companies having less than $50,000,000 of insurance in force 
were not limited at all; companies having between $50,000,000 
and $100,000,000 in force were limited to thirty per cent, there- 
of; companies with between $100,000,000 and $300,000,000 in 
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force were limited to twenty-five per cent, thereof; companies 
with between $300,000,000 and $600,000,000 in force were 
limited to twenty per cent, thereof; and companies with between 
$600,000,000 and $1,000,000,000 in force were limited to fifteen 
per cent, thereof. It was further provided that no company 
should write in excess of one hundred and fifty millions in any 
calendar year. There was one exception to this scale; a com- 
pany whose business was more than half industrial was to be 
allowed to write ordinary business to the amount of fifty per 
cent, of its old ordinary business, but not exceeding one hundred 
and fifty millions a year. 

These " suitable relations " of new to old business are founded 
upon strange reasoning and lead to strange results — for example, 
that a company with less than fifty millions of insurance in force 
needs no limitation in order to secure a "normal but not too 
hasty growth," but that a larger company needs a limitation for 
the same purpose ; that the " suitable relation " is different with 
companies of different sizes, and still different in case of a com- 
pany doing both ordinary and industrial business. Application 
of the law gives the following results: Every time a company, 
in its " normal but not too hasty growth," passes from one class 
to the next larger, not only does the " suitable relation " become 
a smaller percentage of old business, but the actual amount of 
new business allowed becomes smaller. Thus, in passing from 
the first limited class to the second, a company's annual output 
would be cut down about $5,000,000 or sixteen per cent, of the 
amount allowed in the preceding year. In passing from the 
second class to the third, a company's annual output would be 
cut down about $15,000,000; and in passing from the third 
class to the fourth, it would be cut down about $30,000,000. In 
the latter case, the reduction would be about twenty-five per cent. 
of the business of the preceding year. 

The conclusions of the Committee that the large companies are 
large enough, and that their new business should be practically 
limited to replacing terminations, can be understood, possibly; 
but the limitations upon other companies defy all logic and are 
entirely arbitrary. They are not only arbitrary, but they are 
contrary to the ordinary principles of an increasing business, 
and cannot possibly secure the " normal growth " which the Com- 
mittee professed to desire. 
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There was no subject upon which the Committee set out with 
more just observations or fairer promises than that of expenses; 
and there was none upon which they departed so radically from 
the principles which they had enunciated. This is what the Com- 
mittee said : 

"The Committee deems it inadvisable to recommend that the Legis- 
lature attempt to prescribe the expenditures of insurance corporations. 
The Legislature cannot undertake the management of the business. In 
seeking to secure economical administration, it should not overstep the 
line which divides suitable State supervision from an utterly imprac- 
ticable effort to prescribe details. The Legislature should aim to per- 
mit freedom of management subject to general regulations and complete 
publicity." 

The following are the limitations imposed and the details pre- 
scribed by Section 97 of the Insurance Law: 

Total Expenses: Limited to (1) actual loadings upon premi- 
ums received; (2) actual investment expenses (not exceeding 
one-fourth of one per centum of the mean invested assets) ; (3) 
taxes on real estate and other outlays exclusively in connection 
with real estate, and (4) the present values of the assumed 
mortality gains during the first five years of the insurance, on 
the assumption that such gains will equal the following per- 
centages of the table rate: for the first year fifty per cent., for 
the second year thirty-five per cent., for the third year twenty- 
five per cent., for the fourth year fifteen per cent., for the fifth 
year five per cent. 

Expenses for New Business: Limited to (1) the total loadings 
upon the premiums for the first year of insurance received within 
the year; and (2) the present values of the assumed mortality 
gains for the first five years of insurance on the policies on which 
the first premium, or instalment thereof, has been received dur- 
ing the year as above described. First year's expenses are de- 
clared to include (a) commissions on first year's premiums, (6) 
compensation, not paid by commission, for services in obtaining 
new insurance, exclusive of salaries paid in good faith for agency 
supervision; (c) medical examinations and inspection of pro- 
posed risks, and (d) advances to agents. 

Renewal Commissions: Limited to (1) five per cent, of the 
premium for nine years after the first year in case of endowment 
policies providing for less than twenty annual premiums; (2) 
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beven and one-half per cent, of the premium for nine years in 
the case of other policies, provided that these values may be 
commuted on a basis approved by the Superintendent and dis- 
tributed through three or more years, but not more than two- 
fifths of such amount to be paid in any one year; provided, 
further, that in any agency district, subject to the supervision of 
a local salaried representative, renewal commissions shall not 
exceed two-thirds of the foregoing rates annually for nine years; 
and also provided that not more than two per cent, may be paid 
for the collection of premiums in any year after the tenth year 
of insurance. 

Further Limitations: No bonuses, prizes or rewards, nor any 
increased or additional commissions or compensation of any sort 
based upon the volume of any new or renewed business, or the 
aggregate of policies written or paid for, are allowed. 

In the light of these numerous and specific limitations, it 
would be interesting to know what the Committee would have 
considered an "attempt to prescribe the expenditures of insur- 
ance corporations," and what it would have regarded as "an 
effort to prescribe details." 

Limitations placed upon total expenses were evidently sugr 
gested by the nature of the contract. The " loadings " are added 
to the estimated net cost of insurance for the express purpose of 
providing for expenses and contingencies, and in a well-estab- 
lished mutual company they are sufficient. But, in a young 
company and in a non-participating company, it is different. A 
young mutual company uses nearly all its expense fund in getting 
new business and has too little left for administrative expenses; 
while a non-participating company, with its smaller "loadings," 
is severely handicapped. There are other legitimate resources 
which are, available for expenses in such companies, such as the 
gain on lapsed and surrendered policies, and excess of interest 
over that required to maintain reserve. To limit the non-parti- 
cipating company to the loadings and mortality savings is virtu- 
ally to compel it to save all other margins for distribution to 
stockholders. 

A well-considered limit to total expenses might be justified 
on the ground that the State is in duty bound to find some proper 
basis of competition, as well as to compel such accumulations 
as will insure the fulfilment of contracts. But many will hold 

vol. clxxxix. — no. 639. 19 
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that beyond this the State has no right to go. In undertaking 
to say what a company shall pay for new business and how it 
shall pay it, the State virtually fixes the wages of agents and 
undertakes to manage the details of the business. State super- 
vision really has nowhere else gone so far on the road toward 
socialism as it has in the Armstrong laws. 

It is instructive to note in this connection how the Committee 
justified the limit imposed on expenses for new business. It se- 
lected from the thirty-two companies making their reserves on 
the full net premium basis the three whose expenses for new 
business showed the lowest percentage to first year's loadings and 
mortality gains; and, having ascertained that such expenses would 
come within these two items if the mortality gains of the four 
following years were included, it assumed that a proper standard 
had been found. But methods of compensating agents are dif- 
ferent in different companies; one pays larger first year's com- 
missions and smaller renewals; another pays smaller first year's 
commissions and larger renewals. It may amount to the same 
in the end, or the company which makes the better showing on 
first year's expenses may pay more in the end. 

A comparison of the Committee's three " model " companies 
with the three largest New York companies known as the 
"giants" shows the following results: Percentages of renewal 
commissions to renewal premiums in the " models " in 1904 were 
7.68 per cent.; in 1907, 7.74 per cent.; in the "giants" in 1904, 
4.93 per cent.; in 1907, 3.34 per cent. Eenewal commissions 
are paid through a series of years; first year's commissions are 
paid but once. The percentages of actual expenses for new busi- 
ness in 1907, to the amount available for new business under the 
law, were: in the "models" 91.8 per cent.; in the "giants" 
88.8 per cent. The percentages of total expenses to the amount 
available or total expenses under the law, in 1907, were: in the 
" models " 64.5 per cent. ; in the " giants " 59.8 per cent. The 
expenses per $1,000 in 1907 on business in force January 1st, 
1907 (that is, total expenses less expenses for new business), 
were: in the "models," $4.44 per $1,000; in the "giants," $3.35 
per $1,000. So models change with a change of view-point. 

The limitations with respect to new business and expenses be- 
came operative on January 1st, 1907, and the "results of the year 
were so disastrous that the Legislature of 1908 was petitioned for 
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relief. After much discussion, a bill was passed by the Legis- 
lature amending Section 97 as follows: (1) the cost of medical 
examinations and inspections of proposed risks was excluded 
from the items chargeable to first year's expenses; (2) first year's 
commissions were limited to fifty per cent, of the premiums; (3) 
the number of renewal commissions allowable was increased from 
nine to fourteen, but the rate of the last five was made five per 
cent, on both classes of policies; (4) increased compensation over 
that agreed upon, but within the limitations of the law, based 
upon volume of business renewed, was allowed; (5) collection 
fees allowable were made three per cent, after fifteen years in- 
stead of two per cent, after ten years; (6) a company was al- 
lowed to compensate its agents, or any of them, in whole or in 
part, by other methods to be approved by the Superintendent of 
Insurance, provided the value of the aggregate should not exceed 
the value of the aggregate allowed under the law either in the 
first year or thereafter; (7) any New York company originally 
organized as an assessment company, but now doing business on 
the legal-reserve plan, was to be exempt from the provisions of 
the law respecting total expenses until January 1st, 1912. 

Each of the numbered clauses above has a history, and was 
designed to correct some inequities in the original law — so dif- 
ficult is it to legislate with respect to the details of any great 
business. The bill was a compromise; it embodied the minimum 
of relief asked for by the companies, and was supposed to be 
acceptable to the Executive. It passed by a practically unani- 
mous vote, but was vetoed by Governor Hughes, after the ad- 
journment of the Legislature, chiefly on the ground that its prin- 
cipal feature, " (1) " above, "would permit unwarrantable out- 
lays and facilitate a return to the injurious conditions of past 
years." The report of the Superintendent of Insurance, since 
published, covering the business of 1907, shows that this item, 
in the companies doing an ordinary business, was about fourteen 
per cent, of the total expenditures for new business, and about 
two and one-half per cent, of total expenses. It was included 
in general expenses in the proposed amendment of the law on the 
ground that these charges were incurred by the companies in 
efforts to obtain new business, and must be paid whether the 
risks proved acceptable or not. 

A paternalistic regulation of details was attempted. A stand- 
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ard policy was adopted embodying the best features of existing 
policies, and the issue of others inconsistent therewith was for- 
bidden. A standard of expense was adopted including so many 
details that the companies are hampered and agency systems dis- 
organized. 

The standard policy requires distribution of surplus annually 
as earned; publicity provisions require an annual statement of 
dividends paid under each class of policies. Under a standard 
policy, competition between companies in good standing will, 
therefore, hinge chiefly upon the amount of surplus returned, 
and every company will be likely to return as much as possible 
with due regard to safety. The danger will be that too much 
will be returned rather than too little. But the Committee wa3 
still dominated by the fear of big things and placed a limitation 
upon surplus. 

Propositions are sometimes made which are so unjust as to 
excite indignation and protest; others are made which go to 
such extremes as to excite ridicule — it is not possible to believe 
that they are made upon due consideration and in good faith. 
That proposition of the Committee with respect to the limita- 
tion of surplus excited ridicule. It recommended the limitation 
of surplus according to a sliding scale of percentages of policy 
liabilities, beginning with twenty per cent, for the smallest com- 
pany and gradually diminishing until, for a company with policy 
liabilities of $500,000,000, it should not exceed two per cent. 
The supposition that the contingencies for which surplus provides 
would diminish in inverse proportion to the size of the company, 
and that two per cent, would cover them in any company, is ob- 
viously absurd. Yet the Committee was in earnest, and was with 
difficulty persuaded to make the lowest limit five per cent. 

Declines in the market values of securities in 1907 were so 
great that a conference of Insurance Commissioners, called for 
the purpose, declared itself "as favoring an average value for 
the year 1907 by taking the mean of market prices on the first 
day of each month in the year and the 31st day of December, 
and dividing the aggregate by thirteen," except in cases where 
exceptional facts warranted a departure from the rule. The 
stocks and bonds of twenty-eight companies doing business in 
Massachusetts in 1907 showed a depreciation, including profit 
and loss, of $112,747,104, being 4.6 per cent, of policy liabilities 



DEFECTIVE INSURANCE LEGISLATION. 293 

and 7.68 per cent, of the book value of such securities. In seven 
companies there was an aggregate depreciation of $92,080,893, 
being 6.13 per cent, of entire policy liabilities and 8.32 per cent, 
of the book values of the securities themselves. 

In Great Britain, where practical life-insurance had its birth, 
there are a few general laws for its regulation. They forbid 
wager policies, require a small deposit with the Accountant Gen- 
eral of the Court of Chancery, provide for valuations of policy 
liabilities, define the rights of the insured, and require the deposit 
of annual reports with the Board of Trade. These reports are 
of such a character as to enable the insured to form a judgment 
respecting the soundness of the companies, and the examples of 
dividends paid indicate the economy with which they are man- 
aged. During the excitement in this country over the Arm- 
strong Investigation, the House of Lords inquired into the gen- 
eral subject of Life-insurance Companies by a Select Committee 
which reported in July, 1906. Two of its recommendations were : 

" (5) The Life-Insurance Companies Act of 1870 seems, on the whole, 
to give general satisfaction, inasmuch as it insures a full measure of 
publicity in the accounts of all British Insurance Companies and gives 
ample legal remedies to policy-holders." 

" (7) The Committee believe that experience has proved that the best 
means of guarding the interest of policy-holders in all Insurance Com- 
panies is by insisting on the fullest openness in the accounts of such 
Companies." 

State supervision in Germany and in Switzerland is more 
thorough than it is in any State in the Union — that is to say, 
the methods adopted and the reports required are more compre- 
hensive and scientific, and results arrived at are more significant. 
But in none of these countries are there any such paternalistic 
conditions imposed as under the Armstrong laws. In Germany, 
commissions on new business are limited to two per cent, of the 
amount insured, but there are no other limitations on expenses 
and none on new business or surplus. 

American life-insurance — especially that part of it which is 
done by New York companies — appears to be suffering from too 
much legislation, some of it at least based upon fear and arbitrary 
opinion, rather than upon well-considered principles of State 
supervision. 

John P. Kyan. 



